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CONSTRUCTION ACTIVITY- ITS MEASUREMENT 


AND FLUCTUATIONS 
N making decisions we want as many facts as possible. Mortgage bankers, 
| builders, and their suppliers are interested in the volume of construction 
and its fluctuations in order to plan their activities for the next 6 to 12 
months. 


Two measures of total new construction arethe current dollar value and the 
value in dollars of constant purchasing power. New construction includes not 
only new building, but highway, bridge, and other similar construction activity. 
The total volume, in current dollars, of public and private new construction was 


$54.3 billion in 1959. The total volume in 1947-49 dollars was $38. 4 billion in 
1959. 


Three measures of residential construction are the current dollar value, 
the value in dollars of constant purchasing power, and the number of nonfarm 
dwelling units started. The total value in current dollars of residential build- 
ing (nonfarm), including alterations and additions, was $22.4 billion. The 
total value in 1947-49 dollars was $16.2 billion. There were 1,377,000 non- 
farm dwelling units started in 1959. Starts increased 14 percent from 1958, 
the dollar value increased 24 percent, and the constant dollar value increased 
20 percent. Which is the real measure of the change in construction activity? 
All that we can say is that residential construction activity increased 14 to 24 
percent. 


The current dollar value does reflect the changes in the purchasing power 
of the dollar. Thus, there can be an increase in the dollar volume of construc- 
tion when there is no change in the physical volume. If, however, we adjust 
the current dollar volume of new construction for changes in the purchasing 
power of the dollar, there may still be large unknown errors, due to our in- 
ability to account for all the modernization and alteration done by do-it-your- 
selfers and by repair and maintenance mer of nonconstruction companies. 


The number of dwelling units started may not be a better measure than the 
dollar value of new residential beiiding. Although there has been an increase 
in the number of starts since 1925, the kind and value of houses has changed a 
great deal. Betweca 1950 and 1956 the Census discovered that the Bureau of 
Labor Statistics had not counted 1.5 million new houses, which had been built 
according to Census inventory figures. The Census is now responsible for 
these data, and is trying to improve them by new aerial survey methods from 
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which the number of new homes built in a given period can be verified. 


Thus, we find that we have imperfect measures to guide our decisions 
about the volume of construction activity. They are all we have, however, and 
until something better comes along, let us use these to analyze the fluctua- 
tions in activity that we know exist. 


The chart on page 50 compares the current dollar volume of new private 
construction plus oil and gas well drilling with the Gross National Product. 
Since 1933 Gross National Product has increased rather steadily, while new 
construction shows more fluctuations. In 1943-44 and 1933-34-35 new private 
construction was only 1 to 3 percent of the Gross National Product. In 1929 and 
1950-59 new construction activity has been a much higher proportion of annual 
economic activity, rising to 7 and 8 percent of Gross National Product. 


Total new public and private construction has had three peaks and valleys 
since 1920. Although the current dollar value of new public and private con- 
struction is the highest that it has ever been (three times as great as previous 
highs), when the dollars are adjusted for changes in the purchasing power and 
population, the constant dollar volume per capita of new construction is only 8 
percent higher than that of the 1926 peak. 


In order to see the difference in fluctuations of different types of construc- 
tion, using different measures, we have charted the current dollar value, the 
1947-49 dollar value, and the 1947-49 dollar value per capita for private con- 
struction, industrial, office-warehouse-loft, private commercial, and farm 
construction on pages 53 through 57. 


New private industrial construction is more volatile than total new con- 
struction. There are more peaks and valleys and wider fluctuations. In addi- 
tion, per capita public industrial construction has been charted to show the war 
plant construction activity. 


The fluctuations in office, warehouse, and loft construction are similar to 
those of total new construction, although the low of 1944 is very low indeed. 


New private commercial construction activity, which includes stores, res- 
taurants, and garages, is about the same as office, warehouse, and loft con- 
struction activity. 


New farm construction does not show the low of the 1940’s, as do the other 
types of construction. It reached a low of about $37.5 million in 1932 and rose 
to almost $2 billion in 1953. Since that time it has been declining gradually to 
$1,750 million in 1959. 


New nonfarm residential starts are charted on page 58. We have also 
charted the number of starts per 1,000 nonfarm families to see how new starts 
have changed in relation to the number of families. The striking thing about 
new nonfarm housing starts is that they have declined with respect to the num- 
ber of families from about 47.0 units per 1,000 nonfarm families in 1926 to 
29.9 units per 1,000 nonfarm families in 1959. 

(cont. on page 60) 
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(cont. from page 51) 

What is the nature of construction activity that causes these violent swings? 
The most important fact is that each new year’s addition is a small percentage 
of the total sto: ivailable for use. In 1956, total dwelling units were esti- 
mated to be 55,342,000 units by the National Housing Inventory. If we esti- 
mate 6 millio f these to be farm dwelling units, there were about 49 
million nonfarm dwelling units in 1956. In 1956, only 1,118,000 new dwelling 
units were start yr about 2 percent of the total stock of dwelling units occu- 
pied in 1956. 17 any changes in the demand for occupying dwelling units 
have a greate: t on new construction of units. If the economy is overbuilt 
with respect t nand, new construction is cut by more than 50 percent, 
as in 1933, even | gh total demand for housing has not fallen by that percent- 
age. This san ciple applies to the other types of construction. 


The fact th: ictures are fixed in location means that construction de- 
pends not only hanges in the total number of families in the United States, 
but on their lox This includes stores, office buildings, and plants, which 
follow the conc: itions of population. 


The import: ictors in the demand for new construction are income, pop- 
ulation, migrat and general business growth. Increased incomes will en- 
courage peopl ove into new houses, even though there is no additional in- 
crease in populati yr the number of families. 


Migration of people causes demand for more housing in anew area. The 
map on page 64 shows the percentage change in population in the United States 
from 1950 to 19 y States. New building should be concentrated in the fastest 
growing States These States were Arizona, California, Delaware, Florida, 
and Nevada. I too bad that part of this demand could not be filled by moving 
houses from the areas declining in population, Arkansas, Vermont, and West 
Virginia. The | lation for all of the States, excluding Alaska and Hawaii, 
increased 17 percent from 1950 to 1959. Population increase and migration, 
along with the i ise in income, have brought the continuing large construc- 
tion volume fo! years 1950-59. 


Another in tant factor in the demand for new construction, especially 
commercial a dustrial construction, is the financing cost. The chart on 
page 62 shows | iverage interest rate on mortgages in St. Louis and Man- 
hattan. The St. Louis rate tends to represent the rate on single-family-dwell- 
ing mortgages; the Manhattan rate tends to represent the rate on apartment 
and office buil rtgages. It will be noticed that they tend to rise and fall 
together. Cu y, they are 5.71 percent in St. Louis and 5.72 percent in 
Manhattan. All h we say that tight money restricts construction and easy 
money encoura onstruction, over the long run the mortgage interest rates 
have been low lining during years of low construction activity, and high 
or rising dur the good construction years of the 1920’s and 1950’s. We too 
often associat t money with high interest rates. This is not necessarily 
true. Money is ht when the cost of borrowing is less than the rate of return 

(cont. on page 63) 
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(cont. from page 60) 
that can be earned by borrowing funds and putting them to profitable use. 
There are many borrowers and not enough funds to go around. The interest 
rate then rises to encourage more saving and discourage some of the borrow- 


ers. This may occur during periods of high interest rates or low interest 
rates. 


Cost, the price of existing structures, and productivity are factors affect- 
ing the supply of new construction. The supply of structures falls when build- 
ings are demolished, due to a catastrophe, obsolescence, or new highway 
building and urban renewal. It has been estimated that about 400,000 dwelling 
units are destroyed each year in these ways. One of the factors increasing 
costs and thus tending to be a restrictive influence on new construction is the 
increasing average hourly earnings, which we have charted on page 61. These 
wages do not include those of nonbuilding construction workers. It will be no- 
ticed that they have increased from 213 to 237 percent from 1940 to 1959. 


Much is heard about featherbedding and inefficiency in the construction in- 
dustry. Efficiency is very hard to measure, since it should be the actual out- 
put divided by the maximum output possible with the same coribination of la- 
bor, materials, and capital. Thus, merely dividing the number of laborers 
into the total output is inaccurate. There may be less labor used per unit out- 
put than before and the production will be just as efficient. Some instances of 
increased productivity, however, can be cited from the Architectural Forum, 
May 1958: 1. More use of capital equipment has kept the dollar cost of exca- 
vation from increasing in spite of rising labor costs; 2. Metal floors have 
speeded up construction since they can be put in place in any weather. They 


also allow a weight-saving that cuts down on the amount of structural steel 
needed. 





Wholesale building material prices are charted on page 59. This chart 
shows that hardware and lumber prices have increased the most. The raw ma- 
terial of lumber has been a free resource in the past, but the cost of lumber 
must now cover its profitable reproduction. 


Thus, although rising labor costs and material prices have led to increases 
in construction costs, we have experienced a large volume of construction ac- 
tivity. The reason for this has been increasing income, population, and mi- 
gration in the United States. 





ERRATA 


In Real Estate Tax Pulletin, Number 48, Volume XXVIII, the average tax 
load per family in Hartford and Omaha was overstated. The base assessment 
data received by our survey from these cities included personal property as 
well as realestate. The correct data for Hartford show a tax load of $356.89 
per family in 1958 and $356.26 in 1959. In Omaha, elimination of the personal 
property assessment reduces the real estate tax load to $273.73 per family. 
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